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of interest. A higher trend may net indicate optimum utilisa-
tion of assets. Hence, the ratio should be studied along with
the ratio cf return on investment. A lew negative ratio over
a period of time indicates sickness. It is difficult to establish
a standard ratio but the trend of the ratio gives a measure cf
the profit-earning capacity of a firm in relation to its net sales.
Earnings Before Depreciation but After Payment of Interest / Net
Sales.
In addition to the above information, this ratio is calcu-
lated to know how interest burden affects profits in relation
to net sales. Dependence on external funds leads to a greater
interest burden which lessens the ratio.
Earnings Before Depreciation and Interest/Total Capital Employed
It is the product of two ratios, namely, earnings before
depreciation and interest / net sales and net sales / capital
employed. This indicates how efficiently the total capital is
being utilised to earn profits.
The profitability of a firm depends on its profit margin
and asset turnover. An increase in any one of them leads to
a rise in the profitability of a firm.
The total capital employed is calculated by adding all
tangible assets. A high ratio reveals efficient utilisation cf the
total capital whereas a lower trend is a sign of sickness. It is
difficult to establish a standard ratio for all firms as diffirent
firms follow different depreciation methods.
Earnings Before Depreciation but After Payment of Interest/Total
Capital Employed
This ratio tells how profitability in relation to total
capital employed is affected by interest burden,
Earnings Before Depreciation and Interest / Net Worth
This ratio indicates the rate of return to net worth. Net
worth means share capital, all reserves and surpluses. A low
ratio of this type indicate low returns on the net worth but a
negative ratio over a period of time leads to sickness whereas